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Abstract:  Though China's share of world trade is comparable to that of Japan, little is known about the 
response of China's trade to changes in exchange rates. The few estimates available suffer from two 
limitations. First, the data for trade prices are based on proxies for prices from other countries. Second, the 
estimation sample includes the period of China's transformation from a centrally-planned economy to a 
market-oriented system. To address these limitations, this paper develops an empirical model explaining the 
shares of China's exports and imports in world trade in terms of the real effective value of the renminbi. The 
specifications control for foreign direct investment and for the role of imports of parts to assemble 
merchandise exports. Parameter estimation uses disaggregated monthly trade data and excludes the period 
during which most of China's decentralization occurred. The estimation results suggest that a ten-percent real 
appreciation of the renminbi lowers the share of aggregate Chinese exports by a half of a percentage point.  
The same appreciation lowers the share of aggregate imports by about a tenth of a percentage point. 
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26Table 1: Import Share of Ordinary Products - Long-run Coefficients
Sensitivity to Dynamic Specification and Sample Periods
Real Real  Lagged Parameter Stability (a) Properties of Residuals (b)
Lags Income Exch. Rate FDI Dep. Var. SER CHW1 CHW2 Normality Independ. Homosked.
1997-2004 13 0.028 -0.014 0.456 0.669 0.135 na 0.361 0.694 0.846 0.964
 (0.0092) (0.0055) (0.1448) (0.0741)
6 0.035 -0.014 0e 0.163 0.185 0.055 0.084 0.167 0.710 0.830
 (0.0019) (0.0013) (0.13)
3 0.024 -0.008 0.164 0.183 0.160 0.119 0.065 0.104 0.529 0.064
  (0.0024) (0.0016) (0.0435) (0.0688)         
1 0.023 -0.007 0.172 0.193 0.164 0.041 0.062 0.386 0.637 0.134
  (0.0025) (0.0016) (0.0452) (0.0705)           
0 0.024 0e 0.138 -- 0.172 0.033 0.014 0.544 0.394 0.433
  (0.0024)   (0.04349)           
1994-2004 13 0.085 -0.040 -- 0.870 0.165 0.695 0.790 r 0.290 0.450
 (0.02) (0.01) (0.04)
6 0.036 -0.050 -- 0.370 0.230 r 0.030 r 0.220 0.180
 (0.002) (0.005) (0.09)
3 0.032 -0.004 -- 0.360 0.210 r 0.040 r 0.190 0.500
 (0.0016) (0.004)   (0.08)
1 0.030 -0.040 -- 0.240 0.210 r 0.020 0.030 r 0.150
  (0.0012) (0.003)   (0.06)         
0 0.027 -0.036 -- -- 0.250 r 0.210 0.270 r 0.680
 (0.001) (0.003)  
 standard errors in parentheses; r means rejects null hypothesis;  na means that sample is not long enough for test
0e: Selection algorithm excludes this variable for lack of statistical significance
(a):  CHW1: Chow test with 0.5 sample split.  CHW2: Chow test with a 0.9 sample split. 
(b): significance level needed to reject the associated null hypothesis. Entries in bold denote rejection at the 5% significance level.
Normality: Jarque-Bera test;  Serial independence: Autoregressive test; Homoskedasticity: ARCH
27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28Table 2: Import Share for Parts and Components - Long-run Coefficients
Sensitivity to Dynamic Specification and Sample Dates
Real Real  Lagged Parameter Stability (a) Properties of Residuals (b)
Lags Income Exch. Rate FDI Dep. Var. SER CHW1 CHW2 Normality Independ. Homosked.
1997-2004 13 0.015 -0.030 0e 0.622 0.079 na 0.532 0.351 0.527 0.704
 (0.0021) (0.0098) (0.07)
6 0.015 0.003 0e 0.600 0.080 0.420 0.016 0.920 0.160 0.406
 (0.001) (0.0016) (0.071)
3 0.013 0.004 0e 0.465 0.078 0.180 0.059 0.960 0.050 0.782
 (0.0013) (0.0012) (0.0659)
1 0.016 0.002 -0.093 0e 0.078 0.143 0.858 0.180 0.954 0.433
 (0.001) (0.0008) (0.0174)
0 0.016 0.002 -0.090 -- 0.081 0.534 0.154 0.393 0.264 0.955
 (0.00109) (0.00078) (0.0182)
1994-2004 13 0.013 -0.006 -- 0.380 0.070 0.110 0.120 0.920 0.280 0.590
 (0.001) (0.002) (0.07)
6 0.012 -0.005 -- 0.077 0.085 0.070 0.030 0.550 0.750 0.650
 (0.0008) (0.0014) (0.05)
3 0.012 -0.004 -- 0.210 0.080 r 0.020 0.420 0.250 0.420
 (0.0008) (0.0014) (0.07)
1 0.011 -0.003 -- 0.290 0.076 r 0.080 0.320 0.280 0.780
 (0.0008) (0.0015) (0.06)
0 0.011 -0.002 -- -- 0.0845 r r 0.570 r 0.700
(0.001) (0.0011)
 standard errors in parentheses; r means rejects null hypothesis;  na means that sample is not long enough for test
0e: Selection algorithm excludes this variable for lack of statistical significance
(a):  CHW1: Chow test with 0.5 sample split.  CHW2: Chow test with a 0.9 sample split. 
(b): significance level needed to reject the associated null hypothesis. Entries in bold denote rejection at the 5% significance level.
Normality: Jarque-Bera test;  Serial independence: Autoregressive test; Homoskedasticity: ARCH
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30Table 3: Export Share of Ordinary Products - Long-run Coefficients
Sensitivity to Dynamic Specification and Sample Period
Parameter Stability (a) Properties of Residuals (b)
Foreign Real Lagged 
Lags Income Exch. Rate FDI Dep. Variable SER CHW1 CHW2 Normality Independ. Homosked.
1997-2004 13 0.055 -0.033 0e 0.659 0.133 na 0.020 0.390 0.560 0.060
(0.009) (0.009) (0.1)
6 0.049 -0.027 0e 0.550 0.128 0.132 0.020 0.480 0.550 0.390
(0.0075) (0.007) (0.09)
3 0.096 -0.056 0e 0.875 0.115 0.216 0.849 0.480 0.633 0.398
(0.042) (0.0312)  (0.0728)      
1 0.028 0e 0e 0.864 0.131 0.025 0.239 0.192 0.029 0.496
(0.0053)    (0.596)          
0 0.017 0e 0.125 -- 0.205 r r 0.898 r 0.247
(0.00069)  (0.03201)
1994-2004 13 0.020 0e -- 0.840 0.153 0.100 0.290 0.730 0.170 0.240
(0.002) (0.065)
6 0.063 -0.024 -- 0.620 0.156 r 0.088 0.120 0.680 0.860
(0.011) (0.007) (0.086)
3 0.070 -0.024 -- 0.658 0.149 0.025 0.336 0.680 0.210 0.370
(0.013) (0.0075) (0.069)
1 0.058 -0.0185 -- 0.594 0.166 r 0.300 0.120 r 0.110
(0.011) (0.0067) (0.06)
0 0.040 -0.011 -- -- 0.217 r 0.030 0.210 r 0.020
(0.0055) (0.0034)
 standard errors in parentheses; r means rejects null hypothesis;  na means that sample is not long enough for test
0e: Selection algorithm excludes this variable for lack of statistical significance
(a):  CHW1: Chow test with a 0.5 sample split.  CHW2: Chow test with a 0.9 sample split. 
(b): significance level needed to reject the associated null hypothesis. Entries in bold denote rejection at the 5% significance level.
Normality: Jarque-Bera test;  Serial independence: Autoregressive test; Homoskedasticity: ARCH
31Table 4: Export Share for Parts - Long-run Coefficients
Sensitivity to Dynamic Specification and Sample Periods
Parameter Stability (a) Properties of Residuals (b)
Foreign Real Imports of Parts Lagged 
Lags Income Exch. Rate & Assmbly FDI Dep. Variable SER CHW1 CHW2 Normality Independ. Homosked.
1997-2004 13 0.050 -0.031 0.975 0e 0.400 0.080 na 0.360 0.350 0.950 0.840
(0.008) (0.006) (0.17) (0.11)
6 0.011 -0.006 1.269 0.083 0.222 0.083 0.015 0.070 0.309 0.110 0.580
(0.0046) (0.0039) (0.072) (0.0213) (0.0499)
3 0e 0.010 1.165 0.228 0.658 0.091 r r 0.404 0.293 0.481
(0.0018) (0.1406) (0.0418) (0.0701)
1 0e 0.009 1.099 0.186 0.504 0.098 r r 0.451 0.823 0.864
 (0.0011) (0.0992) (0.0292) (0.0684)            
0 0e 0e 1.058 0.157 -- 0.131 r r 0.520 0.404 0.471
   (0.0667) (0.0193)               
1994-2004 13 -0.060 0.052 -4.235 -- 1.030 0.109 r 0.570 0.650 0.060 0.220
(0.16) (0.144) (13.31) (0.057)
6 0.047 -0.002 0.880 -- 0.604 0.109 0.123 0.098 0.570 0.100 0.030
(0.0097) (0.0054) (0.2) (0.077)
3 -0.087 0.002 3.990 -- 1.060 0.117 0.360 0.240 0.410 0.090 0.050
(0.083) (0.053) (2.8) (0.06)
1 0.058 0.001 0.230 -- 0.760 0.127 r 0.230 0.460 0.130 0.090
(0.025) (0.009) (0.63) (0.11)
0 0.040 0e 0.790 -- -- 0.155 r r 0.170 r 0.040
(0.003) (0.11)
 standard errors in parentheses; r means rejects null hypothesis;  na means that sample is not long enough for test
0e: Selection algorithm excludes this variable for lack of statistical significance
(a):  CHW1: Chow test with a 0.5 sample split.  CHW2: Chow test with a 0.9 sample split. 
(b): significance level needed to reject the associated null hypothesis. Entries in bold denote rejection at the 5% significance level.
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* For 6 lags; the horizontal line corresponds to 
















** For 1 lag; the horizontal line corresponds to 
long−run estimates from log−linear model with 6 lags






0.5 Parts & Assembly Imports**
log−linear
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37Table 5: Aggregate Import Share - Long-run Coefficients
Sensitivity to Dynamic Specification and Sample Period
Parameter Stability (a) Properties of Residuals (b)
Domestic Real Lagged 
Lags Income Exch. Rate FDI Dep. Variable SER CHW1 CHW2 Normality Independ. Homosked.
1997-2004 13 0.105 -0.051 1.170 0.870 0.160 r 0.670 0.750 0.020 0.160
(0.04) (0.026) (0.89) (0.08)
6 0.046 -0.010 0e -0.170 0.210 0.020 0.095 0.010 0.680 0.850
(0.0016) (0.001) (0.05)
3 0.045 -0.009 0e 0e 0.200 0.026 0.020 0.250 0.490 0.110
(0.0018) (0.0016)
1 0.047 -0.011 0e 0e 0.220 0.220 0.080 0.060 0.210 0.140
(0.001) (0.0011)
0 0.047 -0.129 0e -- 0.214 0.030 0.020 0.450 0.270 0.020
(0.001) (0.014)
1994-2004 13 0.146 -0.144 -- 0.820 0.19 0.130 0.100 0.730 0.320 0.800
(0.037) (0.042) (0.05)
6 0.040 -0.043 -- 0.020 0.295 r 0.040 r 0.250 0.950
(0.002) (0.004) (0.08)
3 0.040 -0.041 -- 0.140 0.29 r 0.020 r 0.350 0.940
(0.002) (0.0047) (0.06)
1 0.039 -0.041 -- 0.180 0.284 r 0.080 r 0.650 0.790
(0.003) (0.0048) (0.06)
0 0.038 -0.038 -- -- 0.298 r 0.310 r 0.060 0.990
(0.0023) (0.004)
 standard errors in parentheses; r means rejects null hypothesis;  na means that sample is not long enough for test
0e: Selection algorithm excludes this variable for lack of statistical significance
(a):  CHW1: Chow test with a 0.5 sample split.  CHW2: Chow test with a 0.9 sample split. 
(b): significance level needed to reject the associated null hypothesis. Entries in bold denote rejection at the 5% significance level.
Normality: Jarque-Bera test;  Serial independence: Autoregressive test; Homoskedasticity: ARCH
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* For 3 lags; the horizontal line corresponds to 














Exports of Parts and Assembly**
** For 13 lags; the horizontal line corresponds to 






Exports of Parts and Assembly**
log−linear
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40Table 6: Aggregate Export Share - Long-run Coefficients
Sensitivity to Dynamic Specification and Sample Period
Parameter Stability (a) Properties of Residuals (b)
Foreign Real Lagged 
Lags Income Exch. Rate FDI Dep. Variable SER CHW1 CHW2 Normality Independ. Homosked.
1997-2004 13 0.130 -0.078 0e 0.570 0.210 r 0.260 0.540 0.760 0.300
(0.02) (0.01) (0.08)
6 0.120 -0.068 0e 0.627 0.230 0.610 0.160 0.420 0.700 0.030
(0.02) (0.016) (0.086)
3 0e 0.410 6.100 0.988 0.190 0.370 0.750 0.140 0.780 0.400
(1.47) (20.5) (0.04)
1 0e 0e 0.840 0.850 0.228 0.300 0.020 0.520 0.390 0.240
(0.14) (0.05)
0 0.050 -0.010 0.290 -- 0.370 r r 0.190 r r
(0.009) (0.0086) (0.058)
1994-2004 13 0.149 -0.038 -- 0.744 0.230 0.050 0.190 0.760 0.350 0.770
(0.03) (0.0177) (0.077)
6 0.157 -0.036 -- 0.689 0.247 0.070 0.200 0.100 0.340 0.190
(0.024) (0.014) (0.073)
3 0.120 0e -- 0.780 0.260 0.040 0.030 0.030 0.850 0.020
(0.02) (0.07)
1 0.094 0e -- 0.660 0.290 r 0.020 0.950 r 0.550
(0.011) (0.06)
0 0.098 -0.012 -- -- 0.357 r r r r r
se (0.009) (0.0057)
 standard errors in parentheses; r means rejects null hypothesis;  na means that sample is not long enough for test
0e: Selection algorithm excludes this variable for lack of statistical significance
(a):  CHW1: Chow test with a 0.5 sample split.  CHW2: Chow test with a 0.9 sample split. 
(b): significance level needed to reject the associated null hypothesis. Entries in bold denote rejection at the 5% significance level.
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Trade in Ordinary Products
Response of Export Share (percentage points)






Trade in Parts and Assembly Products
Response of Export Share (percentage points)
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49Table 7: Automated Granger Causality Tests -- 1997-2004
Equation Lag Structure Tests p-value
1 23 4 5 6 7 8 91 01 1 1 21 3
Dep. Var: Imports of Parts
CHW1 0.1088
Own lags 0.4714 0e 0e 0e 0e 0e 0e 0e 0e 0e 0e 0.4129 0e CHW2 0.0736
std. error (0.0691) -- -- -- -- -- -- -- -- -- -- (0.0725) -- normality 0.9406
Serial Indep. 0.0372
Exports of Parts 0e 0e 0e 0e 0e 0e 0e 0e 0e 0e 0e 0e 0e Homoskedast. 0.9952
std. error -- -- -- -- -- -- -- -- -- -- -- -- --
SER=0.09337
Dep. Var: Exports of Parts
Own lags 0.3432 0e 0e 0.0868 0.3606 0e 0e 0e 0e 0.221 0e 0e 0e CHW1 0.2288
std. error (0.0931) -- -- (0.0929) (0.1424) -- -- -- -- (0.0777) -- -- -- CHW2 0.2304
normality 0.0153
Imports of parts 0e 0.2271 0e 0e -0.4196 0e 0e 0e 0e 0e 0e 0.2979 0e Serial Indep. 0.5714
std. error -- (0.1131) -- -- (0.1623) -- -- -- -- -- -- (0.1312) -- Homoskedast. 0.261
SER=0.1103
0e: Selection algorithm excludes this variable for lack of statistical significance
CHW1: Chow test with a 0.5 sample split.  CHW2: Chow test with a 0.9 sample split. 
Normality: Jarque-Bera test;  Serial independence: Autoregressive test; Homoskedasticity: ARCH
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